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More and more foreign fast food chains have planned to 
start up their businesses in China. Their entry motives, forms 
of entry, and problems encountered in doing business in China 
deserve a thorough study. 
In rating the importance of the China business to their 
companies across a time span, results were somewhat similar to 
the previous studies by Yung (on foreign advertising agencies 
in China) and Sin (on Japanese banks in China). Foreign 
companies doing business in China are rather guarded in their 
views right now; however, there is an obvious trend that 
companies consider China business as becoming more important 
in the future. 
The huge market potential of China was one of the major 
entry motives for foreign fast food chains to go for the China 
market. One foreign western fast food chain, on the other 
hand, held a unique point of view. It entered the China market 
to serve as a cultural exchange by bringing in American 
management and transfer of technology in China. 
There was quite a different view between "local" and 
"western" fast food chains regarding the major problems 
encountered by foreign fast food chains in engaging in the 
fast food business in China. The "local" chains say that "to 
find a right and capable partner" is the most critical 
problem. This was not cited as being critical by the "western" 
fast food chains, who were usually famous multinational 
corporations, and so, many good partners were eager to form 
• • • 1 1 1 
joint ventures with them. 
As more and more foreign fast food chains make inroads 
into China, the Chinese government should continue to improve 
the investment environment as well as infrastructure 
facilities to enhance further growth in the fast food 
industry. Furthermore, substantial assistance from the Chinese 
government to locate potential local companies to form joint 
ventures with foreign fast food chains would be very helpful. 
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The economy of China is booming. Since China's Deng Xiao 
Ping began introducing elements of a market economy in 1979, 
the country's annual gross national product (GNP) growth has 
averaged 9% to 10%. In the first six months of 1993, China's 
GNP expanded by 13.9%
f
 industrial production grew 25.1%, and 
retail sales increased 24.4%.
1
 This high GNP growth is, 
nevertheless, supported by the recent surge in foreign 
investment. Foreign investment in 1992 reached US$ 11.0 
billion, compared with US$ 4.366 billion for 1991.
2
 It is 
believed that the Chinese economy will continue to grow and 
that the 'opening-up' process is irreversible. 
In light of the lure of this mammoth market and the 
improving political situation of China, foreign fast food 
chains, almost without exception, have striven to expand their 
business before their competitors establish significant 
presences over there. In fact, Kentucky Fried Chicken, a 
multinational fast food franchise giant, by opening the 
X
EIU Country Report. 3rd quarter 1993, p. 24. 
^Business China. June 28, 1993, p. 5. 
2 
world's largest restaurant in Beijing in November 1987, became 
one of the leading fast food chains to make inroads on China. 
As more and more foreign fast food chains plan to start 
up their business in China, the entry motives, forms of entry, 
as well as the problems encountered by these companies doing 
business in China deserve a thorough study. In addition, the 
historical development of these fast food chains in China will 
also be discussed. 
Objectives 
The specific objectives of this study are : 
1. To investigate the past development and the present 
situation of foreign fast food chains in China； 
2. To study the motives of foreign fast food chains in 
China； 
3. To examine the types and forms of entry for foreign 
fast food chains into China； and 
4» To explore some of the problems encountered by foreign 
fast food chains in China. 
It is hoped that this study will stimulate subsequent 





Due to limited studies of foreign fast food chains in 
China, especially in regard to their entry motives and 
problems encountered in operations, this study adopted an 
exploratory approach to get some basic understanding in these 
areas. Data in this study was collected through secondary and 
primary research channels. 
Secondary Research 
Secondary research was used to investigate the past 
developments and the present situation of foreign fast food 
chains in China. We collected information from books, 
journals, magazines and newspaper related to the topic. 
Research was done at libraries of The Chinese University of 
Hong Kong, Hong Kong Polytechnic, and New York University and 
its computer database systems• Since the fast food market in 
China was very dynamic, sources of data not only come from 
current periodicals, such as Business China, China Business 
Review
f
 Asian Business, Far Eastern Economic Review, etc., but 
also from the InfoTrac database for relevant materials. 
4 
Primary Research 
To attain our objectives 2, 3, and 4, primary research 
was used. It may be divided into two stages : preparation and 
data collection. In the preparation stage, two pilot 
interviews were conducted with Miss L. Lam and Mr. E. Yeung, 
marketing executives of a publicly-listed local fast food 
chain in Hong Kong to obtain necessary market information 
about foreign fast food chains in Hong Kong and China. These 
pilot interviews also served to clarify concepts before 
setting up research objectives as well as to design the 
questionnaire for in-depth interviews at a later stage. 
From the results of the pilot interviews, we found that 
the Hong Kong fast food industry could be broadly divided into 
two major categories : they were "local" and "western" • The 
11
 local" fast food chains offered a wide range of both Chinese 
and Western cuisines whereas the "western" fast food chains 
provide selected food items of its specialization. Under the 
"western" category, the market could be further categorized 
into three major sectors according to the types of food 
provides, namely : hamburgers, chicken, and pizza. (See Table 
2.1) 
In the data collection stage, in-depth interviews with 
top executives of the major foreign fast food chains were used 
5 
to obtain insights and useful information related to the 
latest developments and operations in the China market. The 
reason why the personal interview method was chosen because of 
the advantages of oral communication over written 
communication for qualitative research. These were immediate 
feedback, messages sent through nonverbal communication, and 
the ability of the communicator to explain further when the 
respondent did not understand the question.
3
 A sample list of 
questions had been worked out and given out to the 
respondents. (See Appendix II) In conducting the primary 
research, due to time constraints and our research focus, we 
concentrated our effort on the six firms that currently had 
business operations in China, namely Fairwood, Cafe de Coral, 
Maxim's, McDonald's, Pizza Hut, and Kentucky Fried Chicken. 
The firms should be in a much better position to match our 
objectives of our study : entry motives, forms of entry, and 
problems encountered by foreign fast food chains in China. Out 
of the six foreign fast food chains in our sample, two 
personal interviews were granted by one foreign western fast 
food chain and one foreign local fast food chain. Also, 
detailed questionnaires were received from another foreign 
3
Malra Treece, Communication for Business and the 
Professions, Boston: Allyn and Bacon, Inc., 1983, p. 361. 
6 
western fast food chain and another foreign local fast food 
chain. The remaining two companies, one "western" and one 
"local", rejected our invitation to participate in our survey 
in any way. (Since our target respondents were top executives, 
it could be understood that their time was extremely valuable 
and limited.) 
Other experts who are knowledgeable about fast food 
industry in China were also interviewed to gather ideas 
related to the fast food industry in China in general and the 
activities of foreign fast food chains in China in particular. 
Definition 
The term "fast food" refers to the type of commodity 
provided by catering outlets which may be characteri zed as 
offering : fast service, limited choice menu, low price meals 
(and unit costs), no booking or reservation, the option of 
takeaway, and an element of pre-preparation of food. Fast food 
outlets are not usually licensed to sell alcoholic drinks, 
though some provide beer and wine as a complement to the 
meal.
4
 From our pilot interviews, we found that principal 
catering establishments in Hong Kong can be broadly divided as 
"local" and "western" types of fast food chains
f
 as listed in 
4




List of Foreign Fast Food Chains that are 
With and Without China operations 
Local Chain With Without 
Local Chinese and * Cafe de Coral 
Western Cuisines * Fairwood 
* Maxim's 
Local Chinese * East East 
Cuisine Only Wonton 
Western Chain With Without 
Hamburgers * McDonald's * Wendy‘s 
* Jack in the Box 
* Hardee's 
* Arby's 
Pizza * Pizza Hut * Domino 
Chicken * Kentucky Fried * Grilled 
Chicken Chicken King 
Others * Delifranee 
* Oliver's Super 
Sandwiches 
Source : Based mainly on a personal interview with Miss L. 
Lam, February, 1994. 
The word "foreign" fast food chains in our study refers 
to the fast food chains that are based in Hong Kong. 
8 
Limitations 
Due to the time and cost constraints, we focused the 
scope of primary research on the foreign fast food chains 
("local" and "western") as discussed above which have 
operations in China. Foreign fast food chains without China 
operations at present, like Wendy's and Hardee's, that do not 
have operations there right now but are scheduled to launch 
their business in the near future, were not included in this 
study. Other fast food chains such as Delifranee, Oliver's 
Super Sandwiches, East East Wonton etc •, that do not have 
operations in China and do not planned to launch such 
operations in the near future, are also not included in this 
survey. 
In conducting the primary research, out of the six 
foreign fast food chains in our sample, only two firms (one 
"local" and one "western") eventually granted personal 
interviews. Two companies (one "local" and one "western") only 
returned detailed questionnaires. Also, two companies rejected 
our invitation to participate in the survey. 
Due to confidential and highly sensitive nature of the 
information obtained
 #
 the particular sources of information of 
the interviews will not be disclosed. 
9 
CHAPTER III 
THE FAST FOOD INDUSTRY IN HONG KONG 
Fast Food Industry Background 
In Hong Kong, there are as many as 30,000 restaurants; 
i.e., one for every 200 people, and fast food is the fastest 
growing sector of the market.
5
 The total number of fast food 
shops in Hong Kong already reached 1,020 in the year 1990 and 
increased at a fast pace as shown in Table 3.1 below. 
Table 3.1 
Number of Establishments of Fast Food Shops in Hong Kong 








Source : Hona Kona Annual Digest of Statistics. 1993. 
5
C.S. Levy et al., "U.S. Food Companies Part IV: Asia 
Focus - Industry Report," Shearson Lehman Brother Inc.
#
 June 
14, 1993. p. 1. 
10 
According to a market survey conducted in 19926
f
 the 
average Hong Kong household spent 63% of their total food 
budget on eating out, of which represents a 15% increase over 
1982. Furthermore, this proportion of food budget is twice 
that of the Japanese and three times that of the American. 
Recent market research findings illustrated in Table 3.2 show 
that the incidence of Hong Kong people eating in fast food 
restaurant in the past seven days has increased from 43% in 
1992 to 52% in 1993. 
TABLE 3.2 
Visitor Penetration in 1993 
Cumulative in Past 7 days 1992 1993 
Any 79 85 
Chinese Restaurant 55 64 
Fast Food Restaurant 43 52 
Western Restaurant 25 33 
Base s All Individuals Age 9-64 (N = 8,928) 
Source : Survey Research Hongkong 
6
"Quick Eats, Fast Profits," South China Morning Post. 
June 29, 1992, p. A2. 
11 
As shown in Table 3.3, the total receipts of fast food 
shops are, in fact, steadily increasing, from about HK$ 1.913 
billion to HK$ 3.582 billion for the year 1988 to 1992. This 
represents an annual growth of 17%, whereas the average annual 
growth of total receipts of all types of food and drink 
outlets in Hong Kong is only 12.8%. The increase can be 
explained by the changing lifestyle of Hong Kong people to a 
more hectic life. Furthermore, the sales contribution ratio of 
fast food shops also increased from 7.7% in 1988 to about 8.9% 
in 1992. However, the contribution ratios of fast food shops 
to total food receipts in Japan and the United States are 
approximately 20% and 40%.
 7
 Therefore, the fast food 
industry will anticipates a continuous growth in the future. 
^Mina Pao Daily News. July 19, 1991. 
12 
Table 3.3 
Total Receipts From All Types of Food 
and Drink Outlets in Hong Kong 
(Unit : HK$ million) 
1988 1989 1990 1991 1992 
Chinese 17,697 20,057 22,220 24,350 27,540 
Restaurants 
Non-Chinese 4,569 5,383 6,468 7,184 8,118 
Restaurants 
Fast Food Shops 1,913 2,361 3,024 3,514 3,582 
Bars 476 489 550 620 705 
Others 174 183 205 224 237 
Total ： 24,829 28,473 32,467 35,892 40,182 
Source : Hong Kong Census and Statistics Department 
13 
Hona Kong Fast Food Chains With China Operations 
As discussed, there are primarily three foreign local 
fast food chains that provide both Chinese and Western 
cuisines in all their outlets, namely Cafe de Coral, Fairwood 
and Maxim's. 
Cafe de Coral is the largest fast food chain in Hong Kong 
with 24% of the market share. Founded in 1969 as a Chinese 
restaurant, Cafe de Coral entered the fast food market in 
1974. By 1975, it had opened three restaurants and started 
ventures in Singapore and Taiwan. However overseas expansion 
was unsuccessful, and Cafe de Coral re-focused on Hong Kong. 
Cafe de Coral was subsequently listed in July 1986. Cafe de 
Coral currently has around 80 outlets® and is expected to 
increase to 125 outlets in next five years. Cafe de Coral 
s 
acquired its subsidiary, Ah Yee Leng Tong, in 1990 and its 
other subsidiary, Spaghetti House, in 1991. The other big move 
that followed these acquisition was to expand its China 
business. 
Fairwood was founded in 1972 and, with 18% of share of 
the local market, Fairwood is the third largest fast food 
operator in Hong Kong. At January 1992, Fairwood has 60 fast 
s
Mina Pao nailv News. July 10, 1991. 
14 
food outlets and which are mostly located in commercial and 
satellite towns. Fairwood is looking at expanding its outlets 
outside of Hong Kong to other Asian countries, especially 
China. 
Maxim's Caterers Limited is a wholly-owned subsidiary of 
Dairy Farm group in Hong Kong. As shown from the company 
brochure, the Maxim's Group has been established for 38 years, 
since 1956. At present, Maxim's is the largest catering group 
in Hong Kong. Maxim's has around 12,000 employees in Hong Kong 
and approximately 3,000 in China. The scope of the Maxim's 
Group business can be broadly divided into the following 
categories: they are • Chinese Restaurants, Western Restaurants 
and Bars, Japanese Cuisine, Fast Food, and Cakes shops, as 
well as overseas business.
9 
Maxim's started to operate its first fast food style 
outlet in 1971. Since then, in order to keep pace with the 
changing taste preference and lifestyle of the Hong Kong 
people, Maxim's Fast Food has started to offer dining services 
and has introduced over 650 different Chinese and Western 
dishes for customers selection. At present, they are 
altogether 75 Maxim's fast food shops in Hong Kong that add up 




s Caterers Limited Fact Book, pp. 1-4. 
15 
Beside the "local" fast food chains, there are also 
primary three "western" fast food chains in Hong Kong with 
China operations. The major types of food offered are 
hamburgers
f
 fried chicken, and pizza. 
McDonald's Restaurants (Hong Kong) Limited was founded in 
1974 and its first outlet operated in Causeway Bay in the same 
year. At present, it has about a 20% market share of the fast 




 among which are seven of its eleven 
busiest restaurants worldwide.
13
- The number of outlets is 
increasing at a rate of 8 to 10 outlets each year. Only eight 
of the outlets are franchised; the rest are run by the joint 
venture partner as noted by Mr. Daniel Ng, Managing Director 
of McDonald's (Hong Kong)•
X2
 From the management point of 
view, every McDonald's outlet is an individual entity. 
To tackle the China market, a new joint venture company 
was formed with a 50/50 joint venture between the McDonald's 
x o
ji Moa, "American Fastfood Covers the Hong Kong 
Catering Market," Economic Reporter
 f
 Volume 2330, August 1993, 
p, 3. 
""McDonald's Understands the Market Behavior and Creates 
Cultural of Fast Food Industry," Sina Tao Jih Pao. April 28, 
1991. 
1 2 , 1
 Fast Food Chain in $400m Expansion," South China 
Morning Post. June 20, 1991• 
I 
16 
Restaurants (Hong Kong) Limited and McDonald's Corporation, 
USA. The first McDonald's outlet was launched in 1990 in 
Shenzhen, and in 1992 an outlet was opened in Beijing. 
For the fried chicken sector, the local franchise of 
Kentucky Fried Chicken was bought by Swire Marketing Services 
in 1985. Currently, the company has eleven outlets. Kentucky 
Fried Chicken was launched once in 1973 by Hutchison group but 
was a failure. 
The local franchise of Pizza Hut was bought by Jardine 
Pacific in 1981.
X3
 It is the largest pizza chain in Hong 
Kong with 30 outlets and accounted for 65 to 70 percent of the 
total pizza market share.
14
 Jardine Pacific has enlarged its 
pizza franchise network with the HK$ 8.2 million acquisition 
of British-based Pizzaland from its local franchisee, Cerebos 
Pacific Ltd.
1 5
 Pizzaland no longer exists and has been 
converted into Pizza Hut. Although Pizza Hut showed its 
interest in the China market by signing a letter of intent 
with local companies in 1988, its first outlet was not opened 




Christine Chan, "Pizza Hut Sets Sights On Broader 
Customer Base," Hona Kona Standard
P
 December 23, 1991. 
"Christine Chan, "Pizza Hut Expands its Network with 




Fast Food Chains Without: China Operations 
Besides the big three "local" and "western" fast food 
chains as mentioned above, there are quite a number of small 
fast food chains. Most of them have their niche markets to be 
targeted at. (See Table 2.1) 
Delifranee is a fast-growing fast food chain. Products 
range from sandwiches, bakeries and beverages that are 
tailored to the needs of "white-collar" workers in breakfast 
time and during lunch break. 
The major competitor in Delifranee's niche market is 
Oliver's Super Sandwiches. It serves similar kinds of food and 
beverage. By the end of 1992 f there were 10 outlets that 
mainly locate in busiest commercial areas over Hong Kong, 
East East Wonton is a fast food chain that specializes in 
oriental cuisine, specifically wonton noodles. There were 28 
shops as of the year 1992. 
In the Hong Kong fast food industry, there are also some 
companies that are not chains. They operate with two to three 
outlets together, and there are numerous outlets which are run 
by sole proprietors. 
18 
CHAPTER IV 
FOREIGN FAST FOOD CHAINS IN CHINA 
An Overview of the Retail Market Environment in China 
As statistics attest, in countries beginning to 
industrialize, the service industry accounts for 30 to 35% of 
GNP; for developed countries, the figure is around 60%.
1 6 
The 1991 statistics show that the service sector accounts for 
only around 26.8% of the GNP and 36.5% of the total employment 
in China.
1 7
 In fact, Beijing, China's capital city, is 
targeting to develop its service industry. By end of the year 




In the first six month of 1993, retail sales grew up by 
24.4% to Rmb 572.2 billion; and as reported by the China 
Daily, "Total retail sales this year are likely to hit 1.256 
trillion yuan (US$218.55 billion), a 15 percent increase over 
X 6
S.C. Ho and T.W.C. Lo, "The services industry in China 
一 Problems and Prospects," Business Horizons. July/August 
1987, p. 30. 
l v
China Economic Reform Year Book. 1992, pp. 756-759. (In 
Chinese) 
i e
Hong Kona Economic Times. March 8, 1994
#




The Chinese are experiencing a rise in their standard of 
living. With the per capita personal income of major urban 
city dwellers in China increased to 2,400 yuan, they are 
starting to learn how to get value for money.
20
 From a 
recent report of McKinsey & Company, "If China's economy 
maintains its current growth momentum, the number of consumers 
with annual incomes exceeding US$ 1,000 will increase from 63 
million today to about 260 million in 2 0 0 0 . C h i n a 
suddenly is becoming an affluent market that all western 
countries are targeting at. 
The dining-out habit is increasing especially among the 
youth and the economically active population. The restaurant 
sector, another beneficiary of growing consumption power, will 
continue to thrive also. Fast food business will be well 
accepted by the youth who see eating out as a fashion. 
1 9
EIU Country Report. 3rd quarter 1993, p. 24. 
2
°Wall Street Journal, December 10, 1993, p. R12. 
2 X 1 1
 Strategies for Foreign Investors in China's Retail 
Sector/
1
 Asian Business. October 1993, p. 14. 
20 
Historical Development and Present Situation 
of Foreign Fast Food Chains 
The keen competition in the fast food industry has 
crossed the Hong Kong border and is taking place in its 
neighbor 2 China. The historical development of foreign fast 
food chains can be traced and classified into three stages. 
The first stage covers the years from the start of 
China's economic reforms in 1979 to the Tiananmen incident in 
June 1989. In this period, the Chinese government's policy 
toward the service industry was still unclear. The fast food 
industry was not encouraging for foreign investment, because 
it was seen as domestically oriented and lacking advanced 
technology•
2 2 
Operations of foreign fast food chains at this stage had 
a low profile. The major foreign fast food chain players were 
Window on the World, Han BaoBao restaurant, and Shanghai 
Express； and Kentucky Fried Chicken at a later stage. 
There were only two Maxim's Caterer's Window on the World 
outlets in China, one in Beijing, and the other in Shanghai. 
The two Window on the World restaurants are equity joint 
2 2
Juan Zhou, "US Pizza Chain Bakes Into Beijing," China 
Daily. July 30, 1990. 
21 
ventures between Hong Kong China Food Hospitality and Catering 
Services, and the China International Trust and Investment 
Corporation (CITIC) in Beijing and the Donghu Holding Group in 
Shanghai.
23 
Yan Zhong, also known as Han BaoBao restaurant, is a 
Sino-Filipino co-operative joint venture between the 
Philippines' Great Harmony Trading Company and the Yan Zhong 
Copy Company of Shanghai.
24 
China usually does not encourage the establishment of 
wholly foreign-owned restaurants, but the Shanghai Express 
inside the Hilton Hotel is an exception. The owner is Hong 
Kong's Cindic Hotel Investment Co.,Ltd. which also owns 90% of 
the Shanghai Hilton.
25 
In spite of scrutiny from export-oriented, high-
technology-conscious officials, foreign franchisors continued 
to receive encouragement for developing their products and 
services in China• With the opening of a new three-storey 
restaurant in Beijing in November 1987, Kentucky Fried Chicken 
became the first international fast-food chain to penetrate 
2 3
 Ellen Chen and Christopher Oechsli, "A Fast Food 
Frontier," China Business Review
r
 Nov/Dec 1988, p. 28. 
2 4
Ibid., p. 29. 
2 5
Ibid., p. 29. 
22 
the market in China. The Beijing Kentucky Company Limited is 
a joint venture between Kentucky Fried Chicken Corporation, 
which is responsible for managing the venture, and its two 
Chinese partners
 #
 the Beijing Corporation of Animal 
Production, Processing, Industry, and Commerce
 #
 and the 
Beijing Travel and Tourism Corporation. Kentucky Fried Chicken 
contributes 60 percent of the total investment and the two 
Chinese partners contribute 12 percent and 28 percent 
respectively. 
The second stage covered the years from after the 
Tiananmen incident in the Summer of 1989 to Deng Xiao Ping's 
southern visit in the Spring 1992. The fast food sector was 
also more resilient in the face of economic downturns. 
Restaurants suffered from the Gulf crisis, the slowdown in 
world economy, and the Tiananmen incident.
26 
By granting a regional franchise to a local company, 
Beijing Pizza, Pizza Hut announced its first outlet operation 
in September 1990. Beijing Pizza is a Rmb one million joint 
venture formed in August 1988 between the Hong Kong based Amit 
Limited and the Beijing International Business Service 
2 6
"No Frills, No Spills Food Group In The Fast Lane," 
South China Morning Post. April 6, 1992. 
23 
Corporation which holds exclusive rights issued by pizza 
Hut." of the total investment, Amit Limited contributed 60% 
and the Beijing company 40%.
2 8 
In summer of 1990, a senior vice-president of McDonald's 
was in Beijing to seek a potential partner. A delegation from 
the Beijing General Corporation of Agricultural
#
 Industry and 
Commerce went to the United States to discuss the setting up 
of a joint venture with McDonald's.
29 
The third stage covered the years after Deng's southern 
visit in the Spring of 1992 to the present, the beginning of 
1994. Many multinational fast food corporations are, in fact, 
desperately looking for investment opportunities in China, 
especially in the rapidly growing Southern region. The 
enormous success of China's Southern province, Guangdong, can 
be credited to China's economic policies in the 1980s for 
attracting foreign capital. Over the past 12 years, Guangdong 
has changed from a largely rural, undeveloped area into 
China
9
s wealthiest province. With a population of 63,5 
million, the per capita income of Guangdong jumped an 
2V,,
Pizza Hut Brings New Taste," China Daily. September 
24, 1990. 
2 8
Yuan Zhou, "US Pizza Chain Bakes Into Beijing," China 




astounding 21.1% to Rmb 3,703.
30
 In 1992, the GDP of 
Guangdong reached Rmb 221.8 billion (US$ 38.9 billion) and had 
huge retail sales of Rmb 106 billion (US$ 18.5 billion)严 
The growth in disposable income of the Guangdong people 
renders it as an ideal place for fast food business. 
For Pizza Hut, until the end of 1993, there are only four 
Pizza Hut restaurants in Beijing, one in Amoy and one in 
Guangzhou. However
 f
 the company has decided to increase the 
number of Pizza Huts to 250 in China within 5 years.
32 
One of big players of fast food chains in Hong Kong, Hong 
Kong's Yaohan International, is to form a joint venture with 
China Venturetech Investment Corporation and Japan's Mos Food 
Services to develop 3,000 fast food shops in China and Hong 
Kong by the year 2010.
33
 The majority of this new venture, 
YMC International, outlets are to be operated under franchise, 
leaving around 10% for YMC International to run directly. It 




 "The Fifth Dragon," China Business 
Review
r
 July-August 1993, p. 14. 
3 1 , 1
 Guangdong Data," China Business Review. July-Aug 1993, 
p. 22. 
3 2
Hong Kona Economics Times
r
 January 11, 1994. 
3 3,1
 Industry Monitor: Fast Food Joint Venture," Business 
China, May 3, 1993, p. 11. 
25 
Cafe de Coral, Fairwood and Yaohan's new joint venture, will 
soon experience another "cut-throat" competition in the China 
market. 
A recent development in the fast food market in China is 
the introduction of the "Food Court" business concept, which 
is a new style of retail outlet that is increasingly popular 
nowadays. One major fast food chain will sublease small spaces 
to individual fast food operators. Its target markets are 
children and teenagers. To attract parents, food courts often 
feature an indoor playground and weekly promotions. Both 
Fairwood and Cafe de Coral has set up pilot projects in Hong 
Kong. But, one of their competitors, Hop Hing Fast Food 
Limited "jumped the gun" and brought along this idea to 
Beijing early this year.
3 4 
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Pamela Baldinger, "Franchises and Fast Food," China 
Business Review. November/December 1992, pp. 20-21. 
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CHAPTER V 
SUMMARY OF IN-DEPTH INTERVIEWS 
In this chapter, data from our primary research will be 
used to explore issues with respect to entry motives, forms of 
entry and problems encountered by foreign fast food chains in 
doing business in and with China. 
As mentioned in Chapter II, of the six foreign fast food 
chains that are currently engaged in fast food business in 
China, two successful interviews with one foreign local fast 
food chain (FLFF) and one foreign western fast food chain 
(FWFF) were conducted and two companies returned detailed 
questionnaires• Two companies rejected our invitation to 
participate in this survey. 
Importance of China Business 
When the respondent companies were asked to rate the 
importance of the China business to their companies across a 




Importance of China Business as Perceived 
by the Foreign Fast Food Chains 
Not Moderately Very Extremely 
Important Important Important Important 
Right Now 
FLFF 2 
FWFF 1 1 
5 Years from Now 
FLFF 2 
FWFF 1 1 
10 Years from Now 
FLFF 2 
FWFF 2 
Note : FLFF - Foreign Local Fast Food Chain 
FWFF 一 Foreign Western Fast Food Chain 
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The above results were somewhat similar to the previous 
studies by Yung
3 5
 on foreign advertising agencies in China 
and to the findings by Sin on Japanese banks in China.
36 
Both Yung and Sin found out that foreign companies doing 
business in China were rather conservative in rating the 
importance of the China business at right now; however, there 
was an obvious trend that companies considered China business 
as becoming more important in the future. 
The results from the two FLFFs were identical. The 
present China business, to them, was moderately important and 
would become very important to them in five years' time. This 
could be partly explained by the fact that both companies were 
facing a mature market in Hong Kong. Both of them were eager 
to expand the market by investing in China as reflected in a 
later section on entry motive analysis. As a result, China 
business becomes rather important to them even at this initial 
stage of investment. After 10 years, the China business would
# 
at no doubt, become extremely important to them. 
3 5
Amy Yung, "Foreign Advertising Agencies in the People's 
Republic of China," Unpublished MBA Project Report, The 
Chinese University of Hong Kong, May 1986, p. 48. 
3 6
Abby Sin, "Japanese Banks in the People's Republic of 
China," Unpublished MBA Project Report, The Chinese University 
of Hong Kong, May 1992, p. 61. 
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But for the two FWFFs, there were some deviations in the 
obtained results. Their views of the importance of China 
business very much depended on the motive of entry of the 
companies. One FWFF held the view that China business was 
extremely important to them even from the very beginning ; 
whereas another FWFF said the China business was actually not 
important to them at the present stage • The company would 
rather treat China business as a long term investment. The 
firm agreed that China business would grow rapidly and would 
become very important to them in five years time. China 
business would be extremely important to them after 10 years. 
Entry Motives 
As shown in Table 5.2, the huge market potential of China 
was one of the major entry motives for all of the four 
respondent foreign fast food chains to go for the China 
market. One FLFF said that the market potential in China 
allowed their company to expand business further, and one FWFF 
said that the rapid growth of China's economy and the large 
number of people would provide foreign firms with a large 
market potential. 
Both FLFFs realized the fact that the fast food market 
of Hong Kong was limited and saturated. FLFFs treated China 
30 
mainly as a place for market and sales expansion. 
One FWFF, on the other hand, held a unique point of view 
regarding its entry motive in entering the China market. That 
is, it entered the China market to serve as a cultural 
exchange by bringing in American management and transfer of 
technology in China. 
Forms of Entry 
There was some difference between the entry strategies of 
the FLFFs. One FLFF adopted a franchise strategy at the 
beginning of entry, but, at the present stage and for future 
ventures, the equity type of joint venture would be used 
throughout. On the other hand, another FLFF would only 
consider to form contractual type of joint venture from the 
very beginning of investment. In fact, a franchising system 
had been worked out and used for this company？ the holding 
company in Hong Kong would act as the franchisor and the joint 
venture in China would act as a franchisee. The setting up of 
franchising system would facilitate the rapid expansion of the 
company in future. It helped penetrate the China market. 
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Table 5.1 
Summary of Entry Motives of 
Foreign Fast Food Chains into China 
FLFF1 
1. The Hong Kong market is saturated. Profit margin are 
lowered due to high rentals• 
2. There is "tremendous" potential in China 
FLFF2 
1- The Hong Kong market is saturated. Fast food business 
growth has slowed down. 
2. There is market potential to expand business in foreign 
markets like China. 
3. Fully utilize company's expertise in product quality and 
management. 
FWFF1 
1. Their commitment to serve international markets. 
2. Huge market potential especially after economic reforms. 
3• Present situation of China has been improved to meet the 
company's world-wide standard in quality and service. 
FWFF2 
1. China's economy is improving rapidly and is a country with 
a huge population, thus China is a place with large market 
potential. 
2. Operation of the firm in China serves as cultural exchange 
by bringing in American management and transfer of 
technology into China. 
Note : FLFF - Foreign Local Fast Food Chain 
FWFF - Foreign Western Fast Food Chain 
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One FWFF, at the beginning of its entry, made use of the 
franchising form of entry to reduce risk after the Tiananmen 
incident in 1989. As the investment climate in China improved, 
both FWFFs started to make use of their local franchising arms 
in Hong Kong to form 50/50 joint ventures first. These joint 
ventures would help them to negotiate with China partners to 
form contractual joint ventures to market in China. Usually, 
FWFFS would prefer contractual joint ventures or higher forms 
of involvement like equity joint ventures in order to have 
more management control than those lower forms of entry like 
franchising. 
Problems Encountered 
Respondent firms were asked to name three major problems 
encountered in engaging in the fast food business in China* 
There was quite a different view between FLFFs and FWFFs in 
this aspect. As shown in Table 5.3, the local chains would say 
"to find a right and capable partner" would be the most 
critical problem as other problems might be solved 
accordingly. However, the finding of a right and capable 
partner was not cited as a major problem by the FWFFs. This 
could be due to the fact that, since FWFFs were famous 
multinational corporations
 f
 many good partners were eager to 
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form joint ventures with them. But for the FLFFs, they might 
have a hard time in locating quality partners. 
"Finding a good location" was a major problem cited by 
both a FLFF and a FWFF. (See Table 5.3) In fact, most of the 
prime locations in busiest retailing districts were being 
occupied by state-owned companies. Foreign fast food chains 
could only have access to these good locations by forming 
joint ventures with these companies or by negotiation through 
capable partners. 
"Difficulty in obtaining a business license" was 
mentioned as another key problem by one FLFF and one FWFF to 
operate in China. (See Table 5.3) It usually took 8 to 9 
months to get things ready and put an outlet into operation. 
The timing for the opening of a similar outlet in Hong Kong 
was only 50 days. The delay was very much related to the "red 
tape" of the China government. Foreign firms would have to go 




Summary of Problems Encountered 
by the Foreign Fast Food Chains in China 
FLFF1 
1• Finding right partners 
2. Finding right locations for outlets 
3. Obtaining a business license 
4• Logistic problems 
FLFF2 
1. How to find a capable partner is most critical 
2. Ambiguous system in taxation, foreign exchange, franchising 
rules etc. 
3. Incomplete government regulation of employment of labor 
FWFF1 
1. Infrastructure of some areas. 
FWFF2 
1. No enough good location for fast food chains 
2. Irresponsible working staff 
3. Governmental "red tape" : it takes 8 to 9 months to set up 
an outlet and to obtain a business license. 
4 . Local sourcing of appropriate materials for western menu 
food. 
Note : FLFF - Foreign Local Fast Food Chain 
FWFF - Foreign Western Fast Food Chain 
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The "poor infrastructure" in transportation and other 
areas has been named as a major problem by a FLFF and a FWFF 
too. (See Table 5.3) A good transportation system was of 
paramount importance in maintaining the freshness of food from 
point to point in a fast food business operation. This problem 
was obvious for a FWFF since local sourcing of certain 
materials and ingredient was, to some extent, impossible and 
had to be imported from abroad. 
Problems related to human resources issues were mentioned 
by one FWFF and one FLFF. (See Table 5.3) The FWFF viewed that 
Chinese staff were irresponsible. The result was that service 
and quality performance would be lowered. The FLFF said the 
government regulation on employment in China was incomplete 
and was confusing to the investors. 
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Attitude Toward Political Risks of the Tiananmen Incident 
Sin, in her study of Japanese bank's attitudes towards 
risks, pointed out that political risk in international 
business exists (1) when discontinuities occur in the business 
environment, (2) when they are difficult to anticipate and (3) 
when they result from political change.
37
 After China's 
crackdown on political dissent, foreign investors feared that 
the arbitrary use of force could some day be applied to the 
foreign business community and which will deter foreign 
investments. 
As shown in Table 5.4 that the perceived risks of the 
respondent fast food chains after the Tiananmen incident were 
more or less the same as before the incident. They perceived 
only no added risk or only a moderately added risk after the 
incident. However
f
 only one FLFF said that the risk was 
increased from moderately risky to very risky. There was 
altogether no change in the perceived risk for FWFF in China. 
It has been said that one FWFF resumed business only two days 
after the incident. 
3 V
Abby Sin, "Japanese Banks in the People's Republic of 
China," Unpublished MBA Project Report, The Chinese University 
of Hong Kong, May 1992, p. 71. 
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Table 5.4 
Perceived Risks of the Tiananmen Incident 
by the Foreign Fast Food Chains 
Not Moderately Very Extremely 
Risky Risky Risky Risky 
Before the incident 
FLFF 2 
FWFF 2 
After the incident 
FLFF 1 1 
FWFF 2 
Note : FLFF - Foreign Local Fast Food Chain 
FWFF - Foreign Western Fast Food Chain 
For FWFFs, they were more interested in the economic 
growth rather than the political issue of the country itself. 
Both firms had the confidence that China government would 
separate economic and political issues. As a result, their 
interest in China could be maintained regardless of the 
changes in the political situation in the future. 
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Competitive Advantage of Foreign Fast Food Chains in China 
Basically, FWFFs did not see much competition from the 
local fast food chains of China so far, since the target 
customers were different. As one FWFF pointed out, the 
existing price of their company product, which was about 85% 
to 90% of the Hong Kong price, was already regarded as out of 
reach by most of the local people. FWFFs were targeting at the 
affluent people who would spend money on "novel" food 
products. Nevertheless, some competition resulted from local 
imitation companies who tried to "copy" the product and 
services of FWFFs by opening outlets that are closed to FWFFs. 
Generally speaking, the impact of competition was more 
severe for FLFFs as compared with FWFFs. The product range 
offered on menu would be much closer to the local fast food 
chains of China. Usually these local companies had a much 
better access of raw materials and outlet sites. They were 
usually small but flexible in term of management control and 
capital investment. Most important, local companies had local 
support to compete with foreign companies. Unlike FWFFs, FLFFs 
did not enjoy a good profit margin because they could not 
charge more to the customer in facing tough competition from 
local chains of China. 
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Business Results to Date Measured Against Expectations 
View on business performance so far varied with different 
FLFFs and FWFFs. 
One FLFF claimed that the results so far was "less than 
satisfactory" due to many unforeseeable factors such as 
commercial factor tax, VAT, local and state taxes, etc., that 
they had not expected in the setting up of the companies. On 
the other hand, the business performance of another FLFF was 
"more than satisfactory" in terms of sales turnover but was 
"less than satisfactory" in terms of profit. Both companies 
shared the same view that the business environment of China 
needed to be improved to lower operating costs in order to 
achieve reasonable profits in the future. 
For the FWFFs, both companies were "more than 
satisfactory" with their companies' performance so far. Both 
companies said that the expansion planning of outlets were on 
schedule. However, one of the FWFFs was a little bit concerned 
about performance aspects of its operations in China. The 
efficiency should have been better and needed to be improved. 
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Maior Improvements Expected by Foreign Fast Food Chains 
When the companies were asked to name three major 
improvements they would like to see concerning the development 
of foreign fast food industry in China, the FLFFs and FWFFs 
expressed different views on this aspect. 
FLFFs were more concerned with operational matters. One 
FLFF would like to have a better management control through 
co-operation with the local partners. Furthermore, the firm 
would like to see reductions in transportation costs to 
improve profit margin. Human resources, in terms of quality of 
staff, should be improved through continued training. Another 
FLFF expressed, to some extent, the same views on the 
improvement of its operations• The Chinese government should 
be more open, not only in human resource policy but also find 
ways to improve the investment climate such as tax holiday and 
repatriation of profit. Improvements in overall infrastructure 
like water supply, electricity and gas supply were very 
important. 
One FWFF recommended that the China government should be 
more relaxed on investment policy to allow more fast food 
chains to be established in China, thus, in return, enhancing 
the fast food market development. As the economic reforms 
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continued, more open measures should be adopted to let the 
market grow further. Another FWFF shared the same view about 
asking the Chinese government to be more open. The logistics 
system had to be improved with no delay as point-to-point 
delivery, as this was crucial for fast food companies to 
expand further. Down to the operational level, as mentioned by 
the same FWFF, government should help foreign firms to secure 
more good locations to open more outlets. It was a good idea 
if the Chinese government would include this idea in future 
town planning. 
It should be noted that since a "very small" sample was 
involved in this primary research, utmost care should be 
exercised in making interpretations and generalizations based 




To conclude, since more and more foreign fast food chains 
will make inroads into China, the government should continue 
to improve the investment environment by enhance further 
economic reforms. Infrastructure facilities have to be 
improved as soon as possible to cater for the needs of the 
fast food industry growth. As finding a right and capable 
partner is crucial to the success of business, the Chinese 
government should help to locate potential local companies to 
form joint ventures with foreign fast food chains. 
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APPENDICES 
1- Cover Letter for Requesting an Interview 
2. List of Questions in an Interview 
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^ ^ ^ ^ THE CHINESE UNIVERSITY OF HONG KONG 香 i巷 大學 
~ S H A T 丨 N . NT. HONG KONG • TEL : ^ • • 香 港 新 界 沙 田 . 電 話 ： 六 • 九 六 〇 〇 〇 ~ 
°
 a UUU
 FAX • (852) 603 5544 六 〇 九 七 〇 〇 〇 
士 課 程 （
C o v e r
 Letter for Requesting an Interview) 
Faculty of Business Administration TeL 盟 ^ (Town c e n t r e ) 
？宇碩 用赛 March 12, 1994 
Student MBA Projects 
Mr. Michael Chan 
Managing Director 
Caf会 de Coral Holding Limited 
Cafe de Coral Centre, 
No. 5-13, Wo Shui Street, 
Fo Tan, Shatin, N.T. 
Dear Mr. Chan, 
Re : Request for an Interview for a Research Project on "Foreign Fast 
Food Chains in the People's Republic of China" _ 
Congratulations on the success of Cafe de Coral in the China 
market. Your target of setting up 50 stores in China by 1995 is really 
a good strategic move. As one of the leading fast food chains in China, 
I am sure that you should have a lot of valuable experience to share 
with the academic field for research purpose. 
In fact, a research project is being conducted to study foreign 
fast food chains in China with respect to the issues of : entry motive, 
form of entry, and problems that are encountered in doing business in 
China. You are assured that all the collected data in the survey will 
be kept in strict confidence. 
I really appreciate if you can grant me a short interview to 
discuss this research project with you. If you have any questions about 
this research, please feel free to call me at 9492-5756 or my proDect 
supervisor, Dr. Thamis Wing-Chun Lo
#
 at 609-7825. Also, I will call you 
shortly to arrange for a meeting at a time that is convenient to you. 
Again, thanks a lot for your help and wish your Caf6 de Coral 









FOREIGN FAST FOOD CHAINS IN THE 
PEOPLE'S REPUBLIC OF CHINA 
QUESTIONNAIRE 
NOTE : All the answer in this questionnaire will be kept in 
strict confidence. After the data has been compiled, this 
questionnaire will be destroyed immediately. 
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1 
Company name : 
Job title of the interviewee : 
Q-U-E-S-T-I-O-N-S 
Q1. DOGS your company engage in any fast food business 
activities in China? 
Yes (Please go to Q2•) 
No (End of interview. Thank you.) 
Q2. Please indicate how you perceive the importance of the China 
fast food business to your company in different time 
horizons by " / " the appropriate number on the following 
scale, "1" represents "Not Important" and "4" represents 
"Extremely Important". 
Not Moderately Very Extremely 
Important Important Important Important 
1 2 3 4 
a. Right now • • • • 
b. 5 years from now • • • • 
c. 10 years from now • • • • 
Q3. Please state the THREE most important reasons for your 
company to engage in the fast food business activities in 
China. Please explain why? 
i • 
ii • 
• • • 
i n . — 
Q4. in which year did your company first start business 
activities in China? 
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2 
Q5. How many fast food outlets does your company have (i.e. 
already in operation) in China? ' 
Q6. What are the forms of entry of your company to set up a 
business venture in China? 
1. Franchising 
2. Licensing 
3• Contractual (Co-operative) Joint Venture 
4. Equity Joint Venture 
5. Whole-Owned-Subsidiary 
6. Others. What is it? 
Please explain why? 
Q7. Please state the THREE most critical problems that your 
company encountered to engage in the fast food business 




• * 春 
i n • 
Q8. Please rate the political risk as perceived by your company 
” before the TianaPTn^n incident in engaging in the fast food 
business in China by " • " the appropriate number on the 
following scale, "1" represents "Not Risky" and "4" 
represents "Extremely Risky". 
Not Moderately Very Extremely 
Risky Risky Risky Risky 
1 2 3 4 





Please explain why? 
Q9. Please rate the political risk as perceived by your company 
after the Tiananmen incident in engaging in the fast food 
business in China by " / " the appropriate number on the 
following scale, "1" represents "Not Risky" and "4" 
represents "Extremely Risky". 
Not Moderately Very Extremely 
Risky Risky Risky Risky 
1 2 3 4 
• • • • 
Please explain why? 
Q10. Please name THREE major improvements you would like to see 
“ concerning the development of the fast food business in 
China. Please explain why? 
l • 
• • 
ii • — 
• • • 
i n . 
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2 
Qll- Please state the THREE most important competitive advantages 





• • • 
i n . 
Q12. To what extent have the overall business results of your 
company in China to date measured up to your expectations? 
• More than satisfactory 
• Satisfactory 
• Less than satisfactory 
Q13. Could you give some reasons to account for the above result? 
Q14. Do you have any other comments? 
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